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Abstract
What are the perspectives for the Central and Eastern European countries to join the euro
zone in a not too distant future? Shortly the things are open. Some of the Maastricht criteria
would be more difficult to accomplish by several countries in this area in a short or medium
term because the fiscal policy might be needed to support economic recovery. One possible
course of action would be that the European Central Bank financially supports the Central
and East European countries that really  need  this help, treating them as membres “de
facto”of  the  euro  zone. Considering  the  data  presented  we  can  say  that  the  nominal
convergence with the European Union, concerning the emerging economies of Central and
Eastern Europe is well underway and it will continue for many years, given the gaps in
many of these countries.
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Introduction
To enter the European Union, country must accomplish the Copenhagen
criteria and for joining the Economic and Monetary Union it must accomplish the
Maastricht criteria. In addition to the nominal convergence criteria, there are also
other criteria to be accomplished for the entry into EMU, called real convergence
criteria, criteria that are not explicitly envisaged in the documents relating to the
membership, but that should be made under the "catching-up” process.
Real convergence criteria refer to the following indicators: GDP, GDP per
capita, average real wages, economic  structure, price  competition, income,
convergence, productivity, etc.).
Nominal Convergence Criteria
In 1993, the Maastricht Treaty established five criteria that Member States
must accomplish in order to join the EMU and adopt the Euro.
Inflation rate
After the hyperinflation registered in most of the Central and  Eastern
Europe  countries during  the  early years of transition,  inflation rate was  finally
lowered. We have to mention that during the transition Romania had no record of
inflation among the candidate countries as Lithuania (1161%) and Estonia (1076%)
in 1992 and Bulgaria (1082%) in 1997 had. Bulgaria had a four-digit inflation in
1997, while other countries in that area had but a double-digit inflation (11-18%) or
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Some countries, such as the Czech Republic, Latvia, Lithuania and Poland
fulfilled the criteria on  price  stability since 2002. The Czech Republic and
Lithuania have had deflation in 2003. The Czech Republic and Poland have been
falling in most of the years within the reference value.
Due to international financial turbulences, we found in 2008 an excess of
the inflation rate criteria by all these countries. Since the second half of 2008, the
disinflation trend has been resumed due to lower world market prices for food and
energy. Strong depreciation of local  currencies in Poland, Czech Republic,
Hungary and Romania contributed to higher inflation until the second quarter of
2009.
Compared to the other countries of Central and Eastern Europe, Romania's
performance in terms of inflation are much weaker. While the other countries have
an inflation rate below 10% since 2000, an annual inflation rate expressed as a
single figure was possible in Romania only in 2005.
Table 1
Inflation rate (%) in Central and Eastern European Countries
Country 2001 2002 2003 2004 2005 2006 2007 2008 2009
Reference
Value
3,5 3,3 2,7 2,4 2,6 2,8 2,8 4,1 1,6
Bulgaria 7,4 5,8 2,3 6,1 6,0 7,4 7,6 12,0 2,5
Czech R. 4,5 1,4 -0,1 2,6 1,6 2,1 3,0 6,3 0,6
Estonia 5,6 3,6 1,4 3,0 4,1 4,4 6,7 10,6 0,2
Letonia 2,5 2,0 2,9 6,2 6,9 6,6 10,1 15,3 3,3
Lithuania 1,6 0,3 -1,1 1,2 2,7 3,8 5,8 11,1 4,2
Hungary 9,1 5,2 4,7 6,8 3,5 4,0 7,9 6,0 4,0
Poland 5,3 1,9 0,7 3,6 2,2 1,3 2,6 4,2 4,0
Romania 34,5 22,5 15,3 11,9 9,1 6,6 4,9 7,9 5,6
Source: Eurostat
The positive trend for the inflation rate recorded in the performance criteria
was determined by several factors (Cerna, 2006). First of all, there was a slowdown
in GDP growth; slower process  of "over-heated" economy has accelerated  the
process of disinflation.
Secondly, they acted in the same direction of increasing competition and
increased price  transparency, the phenomena  that have been encouraged by
privatizations carried out after 1995 and the modernization of the institutional and
legal framework produced at the "pre-adhesion".
Thirdly, an important factor for disinflation was the restrictive monetary
policy pursued by central banks, characterized by maintaining high interest rates.
Finally, an important  contribution to  reducing inflation in Central  and  Eastern
European countries was represented by profound changes in inflation expectations,
mainly due to macroeconomic stability, introduced by the EU accession programs
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It should however be mentioned that the inflation rate trend close to the EU
has a contextual component, and therefore is to be considered temporary.
Countries in Central and Eastern Europe tend to opt for a "strategy of low
inflation now, reforms later", which instantly produces lower inflation at the cost of
postponing structural reforms and maintaining a relatively high rate of sacrifice.
This would be costly for these countries (blocked reforms, inflexible economies,
real exchange rate appreciation) and the ECB (worsening transmission mechanism
in the euro area, with a negative impact on decision making).
In 2009, we witnessed a resumption of disinflation. Among the factors that
have contributed to this process can be included: a generally satisfactory level of
agricultural production, the  reduced impact of  administered  prices, inflationary
pressures in labor costs in industry, restricting domestic demand, the slowdown
external  price dynamics, moderate volatility of  the Romanian  currency  (RON)
exchange rate, price rigidities due to uncertainty about future cash flows at the firm
level, less obvious support from inflationary expectations.
As regards Romania and its inflation rate, The National Bank of Romania
(BNR) has adopted the strategy of inflation targeting. Although the central bank
managed to reduce inflation rate in 2004 to a single digit (9.3%), in  2005 the
disinflation process has slowed down and 2006 was the only year in which the
inflation  target was reached (5.0%). Regarding the  time of  accession to  the
European Union and the year 2007, the inflation rate in Romania stood at around
6.57%, well above the inflation target calculated by the Central Bank.
The annual inflation rate climbed to 7.77% level in September 2010 while
the inflation target was around 3.5%.
Because the inflation rate in Romania is the main target missed, we list
some of the causes of failure of this criterion:
· Increased rate of VAT has brought inflation outside the target range in the third
quarter in 2010;
· Reduced domestic  production of  vegetables and  fruits, as  a  result of floods
during the summer;
· Significant increase of external prices of raw materials for food;
· Acceleration of  the  growth  of administered  prices (increase  in drug prices,
unfavorable base effect associated to natural gas tariff increase);
· The relative upward trend in oil price;
· Deterioration in inflationary expectations
The inflation target for 2012 was maintained at 3.0 ± 1 percentage points
and reaching the target is essential for credibility regarding the Central Bank, that
tries to increase the effectiveness of inflation expectations.
Starting  with 2013, Romania  will  proceed  to a stationary multi-annual
inflation  rate targeted  at 2.5 ± 1 percentage  point. This implies a long  term
commitment of monetary policy toward a goal compatible with the definition of
price stability over the medium term in the Romanian economy. The change is
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rate established by the Maastricht Treaty and moving the target in the end stage of
continuous long-term inflation - consistent with the quantitative definition of price
stability the ECB.
Long-term Nominal Interest Rate
In the  case of Central  and Eastern  European countries, we see a
convergence of long-term interest rates fast enough to level the existing ones in the
EU. Indeed, after 2001, the spread between yields on government securities with a
maturity of ten  years, issued by the  old EU  countries and that new  member
countries fell significantly. This situation is explained mainly by reducing the risk
premium induced by the announcement of the forthcoming entry into the EU.
Table 2
Interest rates in Central and Eastern European Countries
Country 2001 2002 2003 2004 2005 2006 2007 2008 2009
Reference
Value
7,2 7,0 6,3 6,4 5,9 6,2 6,4 6,2 6,1
Bulgaria - - 6,45 5,36 3,87 4,18 4,54 5,38 7,22
Czech R. 6,31 4,88 4,12 4,82 3,54 3,80 4,30 4,63 4,84
Estonia 10,15 8,42 5,25 4,39 4,17 5,01 6,09 8,16 -
Letonia 7,57 5,41 4,90 4,86 3,88 4,13 5,28 6,43 12,36
Lithuania 8,15 6,06 5,32 4,50 3,70 4,08 4,55 5,61 14,00
Hungary 7,95 7,09 6,82 8,19 6,60 7,12 6,74 8,24 9,12
Poland 10,68 7,36 5,78 6,90 5,22 5,23 5,48 6,07 6,12
Romania - - - - - 7,23 7,13 7,70 9,69
Source: Eurostat
Speaking of our country, we can quantify this criterion until 2006, when
titles were issued within 10 years, the reference value being slightly higher.
The  long-term nominal  interest rate does  not exceed by  more than 2
percentage points the average interest rate found in the first three member states
with the best performance in terms of price stability.
The nominal long term interest rate (interest rate on bonds issued for 10
years) was 7.49% in Romania (the issue of August 2005), and it fits within the
average interest  rate obtained by  aggregating the  first three EU states, best
performers in terms of price stability with margin of 2 percentage points (i.e. 6.2%,
according to the ECB Convergence Report 2007) which led to the fulfillment of
this criterion.
During the recent years, long-term interest rates in Romania have soared in
the context of high levels of investor aversion to risk and uncertainty surrounding
the economic outlook. After 2007, Romania's long-term interest rate exceeded the
European  average, interest rates - calculated on the  basis  of yield long-term
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Recently, these indicators have registered a downward trend, but continued
to place at relatively high levels and the associated long-term interest rate bonds
issued by the Romanian state was 7.1% in March 2010.
Budget Deficit
The Baltic countries have recorded very low levels of budget deficit
(Estonia even recorded surpluses in  the 2002-2007 period). Public  finances
deteriorated, especially in Hungary and Poland; The Czech Republic exceeded the
limit at certain times.
The  international  financial  crisis led  to worsening of  the  situation. The
economic  downturn has reduced government  revenues,  while public  spending
increased, the unemployment was accelerating. These two trends have combined,
pushing over the budget deficit ceiling of 3% in most countries of that area.
In addition, they have to face the many challenges that produce doubts
about their  ability to stabilize the  financial  situation. These countries have
increased financial needs due to their accession to the EU (related mainly to the
financial infrastructure and to the modernization of the administrative and national
co-financing grant aid programs sustained by the Community structural funds) and
because of continued alignment prices.
However, much of the financing needs seriously burden the state budget.
EMU candidate countries will therefore be to find healthy and sustainable sources
of funding.
Table 3.
Budget Deficit in Central and Eastern European Countries
(% of GDP)
Countyry 2001 2002 2003 2004 2005 2006 2007 2008 200
9
Reference
Value
-3,0 -3,0 -3,0 -3,0 -3,0 -3,0 -3,0 -3,0 -3,0
Bulgaria 0,6 -0,8 -0,3 1,6 1,9 3,0 0,1 1,8 -3,9
Czech R. -5,6 -6,8 -6,6 -3,0 -3,6 -2,6 -0,7 -2,7 -5,9
Estonia -0,1 0,3 1,7 1,6 1,6 2,3 2,6 -2,7 -1,7
Letonia -2,1 -2,3 -1,6 -1,0 -0,4 -0,5 -0,3 -4,1 -9,0
Lithuania -3,6 -1,9 -1,3 -1,5 -0,5 -0,4 -1,0 -3,3 -8,9
Hungary -4,0 -8.9 -7,2 -6,4 -7,9 -9,3 -5,0 -3,8 -4,0
Poland -5,1 -5.0 -6,3 -5,7 -4,1 -3,6 -1,9 -3,7 -7,1
Romania -3,5 -2,0 -1,5 -1,2 -1,2 -2,2 -2,5 -5,4 -8,3
Source: Eurostat
Our country has managed to achieve a budget deficit below the nominal
convergence criteria imposed for the 2002-2007 period. The  current  financial
turmoil caused in 2008 and 2009 a substantial budgetary slippage. Romania took a
pro-cyclical fiscal policy in 2008. Consequently, in May 2009, the EC has initiated
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below 3% of GDP at least until 2012. The government should consider this period
also to implement structural reform measures:
- to improve the sustainability of pension and social protection (broadening the tax
exempt categories, further increasing the retirement age to approved calendaring);
- to promote a prudent wage policy in government and state enterprises (in this
case, the single law was adopted in the public sector payroll);
- to improve the business environment by cutting red tape, better use of the Internet
and information technology in public services and streamlining the number of non-
tax fees and charges;
- to reduce the circumscribed budget  deficit over  the  medium  term budget
framework and  to achieve the  objective  of entry into ERM II (expected to be
2012);
- to significantly change the  budget  process by promoting fiscal  responsibility
laws: improved procedures for multi-annual budget, including a strategy to achieve
medium-term  budgetary framework and an associated budget required, limit
budgetary adjustments made during the  year. Introduction  of fiscal  rules, the
academic establishment of a fiscal council will ensure an independent assessment
of macroeconomic and budgetary forecasts.
The  author  personally thinks  that our  country will  have to  face the
challenge of reducing the budget deficit during this period, when the national and
the global economy is in recession, while promoting structural reform measures in
a time consistent that social difficulties are increased.
Budget deficit is not to exceed 3% of GDP.
Monetary  policy could not avoid  the gradual widening of  the current
account deficit to 8.4 percent of GDP in 2004, and to about 14 percent of GDP in
2007. This reflects, to some extent, the convergence of Romania to the European
Union. However, private consumption  growth has largely  driven the  negative
current account balance and its amplitude throws a shadow over the relatively good
macroeconomic performance of Romania.
Romania's  budget deficit in 2009 was  8.3% of  GDP,  which is 40.791
billion lei. In August 2010, the budget deficit was estimated to be around 4.09% of
GDP that is 20.905 billion lei.
Public Debt
Table  4
Public debt of Central and East European Countries (% of GDP)
Country 2001 2002 2003 2004 2005 2006 2007 2008
Reference
Value
60,0 60,0 60,0 60,0 60,0 60,0 60,0 60,0
Bulgaria 67,3 53,6 45,9 37,9 29,2 22,7 18,2 14,1
Czech R. 24,9 28,2 29,8 30,1 29,7 29,4 29,0 30,0
Estonia 4,8 5,7 5,6 5,0 4,6 4,5 3,8 4,6
Letonia 14,0 13,5 14,6 14,9 12,4 10,7 9,0 19,5
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Hungary 52,0 55,6 58,4 59,1 61,8 65,6 65,9 72,9
Poland 37,6 42,2 47,1 45,7 47,1 47,7 45,0 47,2
Romania 25,7 24,9 21,5 18,7 15,8 12,4 12,6 13,6
Source: Eurostat
The share of public debt to GDP is not to be more than 60%.
From the perspective of public finance, Romania recorded in 2007 a debt
of 12.9% of GDP (the value significantly lower than the 60% of GDP), a level that
ranks it on the fourth place in the top countries with the lowest government debt in
the EU.
Romania  is  currently subject to the EU Council  decision on excessive
deficit. Romania's public debt reached U.S. $ 116.526 million in 2009 i.e. 23.7% of
GDP, a significant increase over 2008, when the figure was only 13.3%. According
to data issued by the Ministry of Finances, the total debt on the 28
th of February
2010 was 28.77% of GDP ($155 027.1 million).
The only country that has exceeded the limit imposed by the Maastricht
Treaty is Hungary. A  particular  problem  related to the  CEE  countries  is the
financing of the government.
The modest public debt is explained by the fact that in the early period of
transition, former communist countries, except Poland and Hungary, have resorted
to massive public borrowing to cover budget deficits.
Although public debt is low, the following developments might have a
negative effect on it:
- There are high implicit liabilities related to the development of pension and social
protection, even with a favorable initial position, adverse demographic  trends
(aging population and an inconvenient fertility rate), leading to an accumulation of
deficits in social security systems and rapid growth of public debt;
- The public sector deficit due to high consumption should not continue; the rapid
growth of public debt could lead to decreased public confidence and a migration of
capital.
- A better correlation between macroeconomic fundamentals will be necessary to
ensure future public sector  debt sustainability and  credibility of  the  Romanian
economy.
Exchange Rate Criterion
The evaluation  of exchange rate stability  criterion is only possible for
countries belonging to the ERM II central rate, which is fixed to the euro currency.
Baltic countries,  members of the  ERM II, have kept the  currency  board
arrangement (Estonia, Lithuania) and the solid anchoring of the national currency
(Latvia) and international financial turbulence have led to a change of central parity
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Table 5.
Exchange Rate Deviations
Reference Value +/- 15%
Estonia 0/0
Lithuania 0/0
Letonia 1/-1
Bulgaria 0/0
The Czech Republic 12,2/-12,6
Poland 30,7/-14,2
Hungary 22,9/-11,4
Romania 19,6/-14,2
Analyzed period: April 16th, 2007 - April 15th, 2009
Source: Eurostat
For the national currencies of the Czech Republic, Poland, Romania and
Hungary, evaluating the exchange rate criterion will be possible only after the entry
and setting the central parity of these currencies against the euro. The international
financial  crisis has made clear  that the new  leu was overrated and the  market
correction was necessary. The reduction of external financing and the uncertainty
determined in a relatively short period of time - from July 2007 until April 2009 -
leu depreciations reaching about 35 percent of undue exchange rate fundamentals.
Reserves  of  foreign currency purchased serve today interventions to  relieve
currency depreciation.
National Legislation
The national legislation of the Central and Eastern European countries is
compatible with the functioning of the ESCB. Following the completion of this
criterion will  not pose  problems to  Central and Eastern Europe. Specific
regulations have been adopted regarding the independence of central banks, the
prohibition of direct public sector financing by central banks and the public sector's
privileged access to financial institutions. Also, once the EU has lifted restrictions
in national legislation on capital movements (with some exceptions) and the EU
has adopted regulations designed to ensure proper  functioning  of cross-border
payments and all forms transfer of capital.
Other problems these countries need to address concerns consist of the
adoption and implementation of directives on money laundering, which convicts
money laundering as a crime (obligations for financial institutions to identify and
know  their customers,  to keep adequate  records and report any  suspicions of
money  laundering obligations for auditors, accountants, notaries and lawyers,
casinos, estate agents, operators valuables dealing transactions involving large
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Fluctuation margins
The fluctuation margins mus be held within the ones established by the
EMS – ±15% in  the  final two  years  before  the  examination  (technically,  the
margins accepted by the European Comission are between +15%/-2,25%).
Final remarks
What are the prospects for Central and East European countries to join the
Euro area in the not too distant future? In short, things are open. Some of the
Maastricht criteria would be more difficult to meet by many countries in this area
on  short  and  medium  term,  because the fiscal  policy  may  be  needed  to  back
economic recovery.
A possible course of action the ECB would be to provide financial support
to Central and East European countries in need, in fact treating them as members of
the de facto euro area. Thus, if the countries that remain outside the euro area tend
to be more vulnerable (speculative attacks against their currencies is proof of it).
However, if they come too fast, they may not cope, given that they have abandoned
the exchange rate flexibility and tools of monetary policy.
Given the evidence presented, it can be concluded that the process of real
convergence with the EU emerging economies of Central and Eastern Europe is
well underway and will continue for many years, given the gaps in many of these
countries.
It  can  be  considered  that the  trend  will  continue  to  have more  or  less
uniform periods, although periods of acceleration are not excluded, as was the case
of Romania during the last five years.
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